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LESSONS OF STATE BANKING BEFORE THE CIVIL 

WAR 1 

BY JOHN THOM HOLDSWORTH, PH. D. 
Professor of Finance and Economics, University of Pittsburgh 

IN recent discussions of currency and banking reform, too 
much attention seems to have been given to foreign systems 
and practise, too little to our own past experience. Our 
century and a quarter of banking history affords as many valu- 
able lessons of success and failure as the same period of other 
countries, and in some respects these lessons are more reliable 
guides because they are based upon our own peculiar condi- 
tions and needs. In the United States, we have experimented 
with every type and variety of currency and banking and our 
present dual system of national and state banks is but the evo- 
lution of earlier types. The fiscal exigencies of the Civil War 
checked the process of evolution, and fastened upon the coun- 
try the incubus of a cumbersome and unscientific banking sys- 
tem. But for this check it is highly probable that some such 
organization as the free banking system of New York, the 
model upon which the national banking system was largely 
built, with such modifications as experience should dictate, 
would have spread throughout the entire country. 

The studies of State Banking before the Civil War and The 
Safety Fund Banking System in New York 1829-1866, pre- 
pared for the National Monetary Commission by Dr. Davis R. 
Dewey and Dr. Robert E. Chaddock, trace our most important 
banking experiments before the establishment of the national 
banking system. It is the purpose of this paper to review some 
of these experiments, and to deduce from them some lessons 

1 Based on State Banking before the Civil War, by Davis R. Dewey, and The 
Safety Fund System in New York, by Robert E. Chaddock. Washington, Govern- 
ment Printing Office, 1910. Publications of the National Monetary Commission. 
(Senate doc. no. 581, 61st Cong., 2d sess.) 
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which appear to be pertinent to present-day discussions of 
banking and currency reform. 

The history of state banking before the civil war is largely a 
history of various plans for issuing notes. Deposit currency, 
which plays so large a rdle in modern business, constituted only 
a small proportion of the circulating medium of the country 
until nearly the close of this period. Bank " bills" formed the 
bulk of the currency and, in numerous instances, particularly in 
the " wild-cat " period, banks were established for the sole pur- 
pose of issuing notes, with little or no thought of redeeming 
them in coin. As Knox aptly remarks in his History of Bank- 
ing : 

The creation of wealth by means of bank notes was the great heresy of 
the period between the years 1811 and 1861, as the creation of wealth 
by government issues and fiat has been the chief financial heresy since 
that date. . . . The idea that credit money, instead of being an in- 
strument of wealth was in very truth wealth itself, had taken a strong 
hold on the minds of the public, and legislators could not get over the 
notion that by chartering banks with capital created by the state, or 
permitting individuals to start banks on capital which was only capital 
by courtesy, they were increasing the wealth of the public by the exact 
amount of the bank notes issued. 

Prior to the establishment of the First Bank of the United 
States in 1791, there were but three banks in the country, the 
Bank of North America in Philadelphia, the Bank of New 
York in New York, and the Bank of Massachusetts in Boston. 
The Bank of North America was chartered by Congress in 1781 
to give financial support to the Revolution. The government 
subscribed $250,000 of the $400,000 capital, but extreme 
financial need compelled it to sell its holdings in 1783. Though 
planned by Morris primarily to aid in financing the Revolution, 
it did a considerable business in the discount of commercial 
paper. It issued notes which were redeemable in specie on 
demand, and which provided an ample circulating medium. 

The Bank of New York and the Bank of Massachusetts were 
established in 1784, the latter under charter from the state. 
The Bank of New York was started as a private bank and did 
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not receive a charter until 1 79 1. Upon the establishment of 
the First Bank of the United States under government auspices, 
several other banks arose intended to be to the respective states 
chartering them what the First Bank was to the federal govern- 
ment. The privilege of banking was originally regarded as a 
monopoly under exclusive rights granted by the government. 
Both federal and state governments granted bank charters ; but 
while the federal government licensed only one at a time, the 
states extended the privilege to many institutions, each under an 
individual charter adapted to local conditions. There was no 
principle of cohesion in the system, and no uniformity in ad- 
ministration and control. 

The attempts which were gradually made to regulate banking 
reflect the state of public opinion at different times and in the 
different states. One of the most important regulations was con- 
cerned with the issue of notes. In 1792 a law was passed in 
Massachusetts providing that a bank's outstanding notes and 
loans should not exceed twice its paid-in capital. The charter 
of the Bank of New York limited its debts, over and above the 
money on deposit, to three times the paid-in capital. This re- 
striction was intended to guard against undue expansion of both 
debts and credits. Later the law was changed to provide that 
neither debts (except for deposits) nor credits should exceed 
twice the capital. The same distinction between deposits and 
notes was recognized in the charter of the First Bank of the 
United States, which provided that the debts of the bank, ex- 
cept its deposits, should not exceed the capital. 

In this day of indiscriminate blending of commercial and 
financial banking, stress may properly be laid upon the restric- 
tion in the charter of the Bank of Massachusetts, which prohib- 
ited it from dealing in bank stocks. The lessons of the panic 
of 1907, however, are too recent to necessitate particular em- 
phasis upon the possible dangers of pyramiding banks. The 
Bank of New York was prohibited from holding real estate ex- 
cept for its own accommodation or in settlement for debts pre- 
viously contracted. This restriction has generally been re- 
garded as wise and sound and has obtained in all epochs of our 
banking history, including the period of our present national 
banking system. 
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One other restriction in the charter of the Bank of New York 
is worthy of notice, namely, the clause prohibiting it from trading 
in the stocks of the United States or any state. Because of the 
facility with which government, state and municipal bonds can 
be turned into cash, these forms of investment for a part of a 
bank's funds are very properly regarded as highly valuable, and 
in general they are as safe as they are serviceable. But this re- 
striction upon the Bank of New York, repeated in a measure 
in the charter of the First Bank of the United States, is impor- 
tant as marking the earliest attempt to separate government and 
banking. Unfortunately, the point of this lesson was lost upon 
the framers of subsequent banking and financial legislation, and 
though at times, particularly with the establishment of the sub- 
treasury system in 1 840, efforts were made to divorce govern- 
ment from banking, this highly desirable result has never been 
consummated. 

The First Bank of the United States was established in 1791 
as a part of Hamilton's scheme to strengthen the new federal 
government. While Hamilton appreciated the services of a 
powerful national bank to the commercial interests of the coun- 
try, and to the community at large as a regulator of the cur- 
rency, he regarded it primarily as " an indispensable engine in 
the administration of the finances." The bank was eminently 
successful in the discharge of both these functions and 
abundantly justified the predictions of its founder. As to its 
issues, the charter provided that the bank should not become 
indebted, except for deposits, to an amount greater than its 
capital stock. This meant substantially that it might issue 
notes up to the amount of its capital. At no time, however, 
did the total volume of notes outstanding exceed $6,000,000 
against a capital of $10,000,000, and they were always immedi- 
ately redeemable in specie. The fact that they were receivable 
in payment of public dues so long as they were kept payable in 
coin, gave them a far more extensive circulation than those of 
any other bank. Moreover, as the fiscal agent of the govern- 
ment, the bank in collecting importers' bonds refused to accept 
the notes of banks which did not redeem them promptly in 
specie. By adhering to the rule of presenting for redemption 
1 4 
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the notes of other banks, it brought the bank currency of the 
entire country up to a high standard, albeit it incurred the 
enmity of many banks in so doing. 

Opposition to the recharter of the bank in 1 8 1 1 was largely 
political. The government had gone into the hands of a party 
opposed to that of the bank's organizers. It was denounced as 
unconstitutional and undemocratic. Gallatin's defense of the 
institution brought upon it the enmity of his political foes, and 
in the last stages of the struggle for recharter, some of the 
state banks, which had been kept by the influence of the big 
bank in the straight and narrow path of banking rectitude, 
combined against it. 

The year following the dissolution of the First Bank of the 
United States, the government was plunged into the war of 
1812 leaning upon the state banks. The government funds 
were deposited in these banks, which had sprung up in large 
numbers all over the country. With the removal of the 
steadying influence of the Bank of the United States and the 
check upon redemption of their notes, an enormous expansion 
of issues had followed. By 18 14, all the banks south of New 
England had suspended specie payments. The government 
defaulted on the interest of the public debt, and treasury opera- 
tions were paralyzed. Bank notes circulated only at a dis- 
count, varying in value with the character of the bank issuing 
them. The entire country was in financial chaos. 

In this extremity, attention was directed to the establishment 
of a national bank for the purpose of restoring order in the 
currency, and of bringing about the resumption of specie pay- 
ments. Accordingly in 18 16 the Second Bank of the United 
States was established, modeled closely upon the First Bank. 
The government subscribed one-fifth of the $35,000,000 capi- 
tal, payable in notes, and appointed five of the twenty-five 
directors. The bank was to be the depository of public funds, 
unless the secretary of the treasury should otherwise direct. 
Notes were to be issued in no smaller denominations than $5, 
and they were receivable for all debts to the government. All 
obligations, deposits as well as notes, were redeemable in specie 
under a penalty of twelve per cent for failure to do so. 
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The regulation requiring the deposits to be paid in specie was 
a notable step toward sound banking. There was a universal 
idea that while notes should be redeemable in specie on de- 
mand, deposits might be paid in the notes of other specie- 
paying banks. The consequence was that two kinds of currency 
circulated everywhere : ( 1 ) the notes of the local banks which 
were at par with specie; (2) the notes of other banks which 
were at a discount, greater or less according to the expense of 
redeeming them. The new regulation, though it did not en- 
tirely prevent the circulation of the poorer grade of notes, 
abolished it so far as the Bank of the United States was con- 
cerned, and set a standard of good banking which " reached its 
fulfillment in the Suffolk bank system a few years later." 

After the first few years of mismanagement, the Second 
Bank of the United States attained a position of soundness and 
prosperity. It accomplished the purpose for which it was 
created, bringing about the resumption of specie payments and 
establishing a sound currency for the whole country. It gained 
an enviable reputation for sound banking and business probity 
both at home and abroad. The story of the wreck of this 
proud and prosperous institution through political strife is too 
well known to need recounting here. 

Despite the vast changes that have come in the organization 
of business and in the general supervision of banking it seems to 
the writer that some of the lessons taught by the experiments 
of these early banks are entirely pertinent to present-day dis- 
cussions of reform. The problem has changed, perhaps, but 
the principle endures. 

In the first place, then, it may be recalled that though both 
the First and Second Banks of the United States were sound, 
conservative institutions, instrumental in securing to the country 
a safe and uniform currency, and in raising the standard of 
banking to a high level, yet they became involved in political 
entanglements which accomplished their downfall. Moreover, 
the very success and magnitude of their operations, coupled 
with their fiscal relations to the government, excited the envy 
and opposition of state banks, and aroused in the* public mind 
the fear of monopoly subversive of the public interest. Op- 
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ponents of the central bank idea insist that similar opposition 
and distrust would attend any central bank plan that might be 
proposed today. Just as the Second Bank of the United States 
in its effort to establish a sound currency in 1817 clashed with 
local and selfish interests, so, it is argued, a central bank as an 
agent for the readjustment of present banking conditions would 
inevitably clash with the existing 25,000 state and national in- 
stitutions. 

On the other hand, it is believed that the task of a central 
bank today in securing elasticity of bank notes, mobility of re- 
serve, and cohesion in the entire banking system would impose 
upon it no heavier burden than was laid upon the Second Bank 
of the United States in 181 7. Past experience teaches, too, 
that a powerful centralized institution with branches in different 
parts of the country, greatly simplifies the vexed problem of 
domestic exchange. The history of the two banks of the 
United States contrasted with that of the sub-treasury system, 
which has ever proved a disturbing factor in the banking situa- 
tion, demonstrates the necessity of divorcing fiscal and business 
activities. Above all, the history of this period teaches the 
plain lesson that only through some centralized, dominant con- 
trol can unity, cohesion and solidarity in banking be secured. 

The period following the downfall of the Second Bank of the 
United States and preceding the establishment of the national 
banking system is marked by three notable experiments — the 
Suffolk bank system, the safety fund system, and the free bank- 
ing system. The origin of some of these movements reaches 
back into the period of the Second Bank, but their full devel- 
opment comes later. The removal of the check upon state 
bank issues occasioned by the passing of the national bank, and 
the hope of obtaining deposits of public funds led to a large 
increase in the number of banks and an enormous inflation of 
both notes and discounts. As early as 1813 the banks of New 
England, in the absence of legislative restriction, undertook to 
regulate note issues, after the manner of both banks of the 
United States, by compulsory redemption. The notes of coun- 
try banks, which comprised a large proportion of the currency 
even in the cities, circulated at a discount ranging from one to 
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five per cent. The New England Bank of Boston, established 
in 1813, started the movement for better conditions by agreeing 
to receive the notes of country banks and send them home for 
redemption, charging only the actual cost. Dewey records that 
this policy brought discounts down to from one-fourth to three- 
fourths of one per cent, and reduced the circulation of outside 
banks. 

In 1 8 19, however, the Suffolk Bank of Boston adopted a plan 
of redemption designed to abolish the discount entirely and at 
the same time to yield the bank a profit. It offered to redeem 
the notes of any country bank at par on condition that the issu- 
ing bank should keep a permanent deposit of $2,000 or upward, 
according to its capital, in the Suffolk, the use of which would 
compensate it for doing the business, and a further deposit suf- 
ficient to cover the cost of redemption. Violent opposition to 
the plan arose at first on the part of the country banks, which 
anticipated a curtailment of their circulation and profits. Aided 
by six other banks, however, the Suffolk was able to force them 
into the system by collecting and returning large amounts of 
their notes and demanding redemption in specie over their 
counters. The Suffolk became a clearing house for the notes of 
New England banks, balancing them against each other day by 
day. As a result, redemptions were frequent, the average life 
of the bank note being about five weeks. New England cur- 
rency was kept at par with specie, and the volume of circulation 
was automatically adjusted to business needs. The Suffolk sys- 
tem was strengthened by a law passed by the legislature of Mas- 
sachusetts in 1845, providing that no bank should pay out any 
notes except its own. The Suffolk Bank system, together with 
a rival, the Bank of Mutual Redemption, continued to dominate 
the banking of New England until the adoption of the national 
banking system, which required every bank to receive the notes 
of every other bank at par. 

Among the reasons for the successful working of the Suffolk 
system, Dr. Dewey notes the rigid system of examination and 
supervision of banks which was general in New England, and 
the fact that by permitting correspondent banks to overdraw 
the Suffolk kept them constantly in its power. He doubts 
1 4 * 
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whether the system could have been successfully extended over 
the whole United States, limited as it was at that time. On the 
other hand, Horace White says : 

Its success assures us that a credit currency is entirely feasible, even in 
a country where independent banks of small capital abound. The 
prime condition of such a system is frequent redemption of notes at 
commercial centers, and the restriction of the circulation, as much as 
possible, to the neighborhood of the issuing bank. 1 

The fact that before the adoption of the national banking 
system, there were four distinct systems of note issue side by 
side is sufficient to account for the chaotic condition of the cur- 
rency and the demand for uniformity. In the experiments and 
banking systems thus far reviewed, note issues were based upon 
general assets. In the other systems, issues were protected by 
a safety fund, or were based upon public securities, or upon 
the faith and credit of the state. 

The safety fund system established in New York state in 
1829 was a system of mutual insurance. Each bank was re- 
quired to contribute annually to a special fund one-half of one 
per cent of its capital until the payments should amount to 
three per cent. This fund was to be used to pay all the debts 
of failed banks except capital stock. Dr. Chaddock, in his 
study of the safety fund banking system, notes that the makers 
of the law did not realize the significance of the guaranty until 
the numerous bank failures of 1 840-1 842 caused the system to 
break down under the burden, and quotes the report of the 
bank commissioners of 1841 to show that the law of 1829 was 
primarily designed to secure note holders only. 2 Realizing the 
mistake, the law was amended in 1 843 so as to make the fund 
applicable only to the payment of the notes of failed banks. 
This amendment in the law came too late. In 1838, the 
bond-deposit system was established and new banks after that 
date incorporated under the new plan. Furthermore, a law of 
1846 prohibited the granting or extension of any special bank 
charters, and as all the safety-fund banks operated under such 

1 Money and Banking, p. 435. 2 p. 272. 
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charters, the maintenance of the safety fund fell upon a con- 
stantly decreasing number of banks. Dr. Chaddock notes the 
significant fact that the legislature in changing the law in 1842 
did not discuss the question of guaranty of deposits. He says : 
" The deposit business had not developed to the point where 
losses to depositors from failure of banks outweighed or even 
approached the losses to the public through bank notes of in- 
solvent institutions." 

A report made to the New York senate in 1849 refers to 
note holders as " involuntary creditors " of a bank, while de- 
positors are voluntary creditors and therefore not in need of the 
same security against loss as the note holders. After about 
1850, however, deposits increased much more rapidly than 
either capital or circulation and the panic of 1857 made clear 
the necessity of protecting depositors. The result was the 
adoption of a specie reserve against deposits, a feature carried 
over into the national banking system. 

The fundamental defect of the system was the failure to limit 
the use of the fund at the start to the payment of notes, and to 
base the contributions on circulation instead of capital. It is 
estimated that a tax of one-fourth of one per cent on circula- 
tion would have covered all failures and made the notes of all 
banks in the system secure. 

Though the evolution of the safety-fund idea was checked in 
New York, first by the introduction of a new system resulting 
from political conditions, and later by the establishment of the 
national banking system, it has stood successfully the test of 
long experience in Canada. Under the Canadian system, bank 
notes are a first lien on the assets, and are further protected by 
the double liability of stockholders. The final resort, in case of 
failure, is the " circulation redemption fund," a sum of gold or 
Dominion notes equal to 5 per cent of the average circulation 
which each bank is required to keep on deposit with the minis- 
ter of finance. Professor J. F. Johnson notes, however, in his 
admirable study of The Canadian Banking System? that the 

'Joseph French Johnson, The Canadian Banking System. Washington, Gov- 
ernment Printing Office, 1910. Publications of the National Monetary Commission . 
(Senate doc. no. 583, 61st Cong., 2d sess. ) 
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success of the system depends primarily upon the plan of re- 
demption. Every bank is required to redeem its notes at its 
head office and in seven other leading commercial centers. 
The bank note, says Professor Johnson, 

is almost the sole circulating medium of Canada, and the people have 
confidence in it because it is tested every day at the clearing houses 
and proves itself as good as gold. This daily test would probably not 
take place with the same regularity as now if the banks did not have 
branches or if they were obliged to deposit security against their issue. 1 

Note issues are based on general assets, and respond automat- 
ically to the fluctuations of the business demand. 

In all recent proposals for thorough-going currency reform, 
the idea of a fund to guarantee the notes of failed banks ap- 
pears. The Indianapolis plan of 1898 proposed that bank 
notes be divorced from bonds, and be protected by a guaranty 
fund in gold coin equal to five per cent of the total issue, and 
maintained by a graduated tax on circulation. The New York 
Chamber of Commerce scheme, the Baltimore plan, and the 
Fowler plan, all provided for a guaranty fund, but the Fowler 
bill of 1908 contemplated the guarantee of deposits as well as 
notes. The clear lesson taught by the experience of New York 
and Canada has apparently been disregarded in some of the 
western states where recent legislation has provided for the 
guarantee of deposits. 

Prior to 1838, bank charters in New York were granted by 
special act of the legislature, and in many cases were given as 
patronage to political favorites. As a result of the scandal 
growing out of this practice, a strong sentiment developed in 
favor of a " free banking " law which was enacted in that year. 
This law provided that any person or association might issue 
circulating notes to be used as money by depositing with the 
comptroller of the state bonds of the United States, of the state 
of New York or other approved states, or mortgage bonds on 
real estate worth double the amount of the mortgage. In case 
of a bank failure, these securities were to be sold to redeem its 

1 P- 23- 
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notes. No provision was made for redemption in specie, and 
the state did not guarantee the notes. 

Individuals as well as associations promptly took advantage 
of the plan. Within a year, 133 new banks were organized, 
many of them for the sole purpose of issuing notes. They 
simply converted securities deposited with the state officials 
into circulating notes, and in many cases made no pretense of 
doing a discount and deposit business. After some failures in 
which the securities were not sufficient to meet the notes, the 
law was amended so as to exclude all securities except the bonds 
of the United States and New York. Other faults were 
remedied as experience showed the weakness of the system. 
Under the amendment of 1840, country banks were compelled 
to redeem their notes in New York and Albany at a discount 
not exceeding one per cent (afterwards made one-fourth of one 
percent). Later, no one was allowed to transact a banking 
business except at his place of business, and all banks were 
compelled to be banks of discount and deposit if they wished 
to continue the note-issuing function. 

These changes gradually strengthened the system, until in the 
matter of security there was little to be desired. But it was 
inelastic and unresponsive to the needs of the business com- 
munity. Banks could issue notes only in proportion to the 
bonds deposited, which bore no relation whatever to current 
business demands. Despite the defects of the plan, it became 
the model of the national bank system in 1863. 

The free banking system appealed to popular sentiment and 
was tried in some form in sixteen states. The system of issu- 
ing notes against securities was adopted in several western states 
in the 50's, generally without the restrictions which the exper- 
ience of New York had shown to be necessary to protect the 
note holder. This inherent defect, increased by bad manage- 
ment and lack of proper regulation, led to failure and disaster. 

The State Bank of Ohio, established in 1845, combined the 
safety-fund and bond-deposit principles, and stands out in a 
period of reckless banking as an institution " always solvent and 
successful." It had thirty-six branches, each liable for the note 
issues of all the others. Note issues were restricted in amount 



222 THE REFORM OF THE CURRENCY 

to twice the capital, and were safeguarded by a fund, consisting 
of money or bonds of the state or of the United States, de- 
posited with a central board of control. 

In 1842, Louisiana, after a disastrous experiment with a 
state-owned bank, established a sound banking law under which 
the liabilities of all banks were covered one-third in specie, the 
other two-thirds by commercial paper limited to ninety days. 
There was no other limit to the amount of circulation, but 
prompt redemption was secured by the requirement that a bank 
should pay out no notes but its own, and the balances between 
banks should be settled weekly in specie. The banks of Louisi- 
ana went through the panic of 1857 without suspension, and 
continued in prosperous operation until the civil war. 

The experiences of banks owned and managed by the states 
in whole or in part were in the main disastrous. Mississippi, 
Arkansas, Florida, Georgia, the Carolinas and others tried state 
ownership and management with but poor results. Politics, 
dishonesty and unsound methods brought most of them to ruin. 

The State Bank of Indiana, incorporated in 1834, stands out 
as the most striking exception to the rule of failure among 
state-owned banks. It was modeled largely upon the Bank of 
the United States, having a monopoly of banking in the state, 
and a system of ten branches. The state subscribed one-half 
of the $1,600,000 capital, all of which was paid in specie. 
Each branch was apportioned one-tenth of the capital, and was 
allowed to issue notes on its liquid assets up to twice its capital. 
Each branch, also, was required to accept at par the notes of 
the other branches, and to redeem its own notes in specie. 
The general management was in the hands of a president and 
a board of directors, four chosen by the legislature, and one 
by the private stockholders of each of the several branches, 
but each branch practically managed its own affairs. Thanks 
to good management, sound methods, and thorough examina- 
tions, the bank was very successful, and maintained specie pay- 
ments through the crisis of 1857. 

Keeping in mind the fact that state banking during the period 
under review was concerned primarily with the regulation of 
note issues, the deduction seems indisputable that systems based 
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upon the deposit of public securities or upon the faith and credit 
of the states, failed, while those based upon the banking prin- 
ciple succeeded. It remains true, of course, that irrespective 
of systems, laws, or regulations, success or failure in individual 
cases depended upon conservative management and a real need 
for the bank. Nevertheless, the experiences of the period, par- 
ticularly of the New England banks and the Bank of Indiana,, 
vindicate the principle of banking on general assets, and im- 
peach the basic principle of the present national bank system. 

On the other hand, though some of the systems secured for 
certain sections of the country a fairly uniform and secure cur- 
rency, yet considered in the aggregate for the entire country, 
these systems lacked the quality of uniformity. Both banks 
of the United States secured for the whole country a uniform 
currency. The Suffolk bank accomplished a like benefit for 
New England ; yet even there the depreciated currency which 
drifted in from other sections was always a source of annoy- 
ance. The national banking system gave to the entire country 
a currency at once safe and uniform, a blessing which it had not 
enjoyed since the days of the First and Second Banks of the 
United States. Unfortunately, however, this blessing was se- 
cured at the expense of the equally important quality of elas- 
ticity. These experiences seem to indicate that the happy com- 
bination of safety, uniformity and elasticity of bank notes can 
best be attained by resting them upon the general assets of the 
bank, secured by a first lien upon assets and the liability of 
stockholders, and with a guarantee fund for the redemption of 
the notes of failed institutions, and responsibility of each bank 
for the redemption of its own notes. 

Since the establishment of the national banking system, which 
secured a uniform national currency, the question of note issues 
has decreased in importance owing to the fact that banking has 
tended to the lending of credit in the form of deposit accounts 
rather than in the form of notes. The regulation of reserves 
has, therefore, supplanted the regulation of note issues as the 
crux of banking reform. Here the experiences of early state 
banking offer little help. As already noted, the panic of 1857 
directed attention to the rapid development of deposit currency > 
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and New York was among the first to enact legislation requiring 
banks to carry a fixed reserve against deposits. This principle 
was incorporated in the national banking system, and has been 
adopted in some form in the banking regulations of most of the 
states, with the result that our banking reserves are immobile 
and unresponsive to business needs. This immobility of bank 
reserves is generally conceded to be one of the weakest points 
in our present system. The trouble lies, not in the proportion 
of the reserves, but rather in their rigidity, which in practice 
prevents them from fulfilling the true function of reserve in 
time of need. As Dr. A. Piatt Andrew, Assistant Secretary of 
the Treasury, has recently said : 

No matter what the exigency, no matter how insistently a precarious 
situation in the financial world demands a liberal extension of accom- 
modation on the part of the banks, our institutions, unlike those of any 
other banking system in the world, are prevented from responding to 
these demands by this uncompromising restriction of deposits to an 
untrespassable maximum proportioned to the cash reserves. 1 

Still another defect incident to our miscellaneous system of 
banking is the lack of solidarity or centralization. This desider- 
atum was secured in some degree in earlier days through the 
influence of a single powerful bank like the First and Second 
Bank of the United States or as in New England through the 
Suffolk system. Under the present system, some measure of 
cohesion is secured by the influence of the comptroller of the 
currency, by voluntary associations, like the clearing houses, 
and, more recently, by emergency currency associations; but at 
best, these expedients are local, often antagonistic, and never 
broad enough to cover all conditions and sections. Whether 
the required unity and cohesion can be secured best through 
the medium of a central bank or through some other plan of 
banking, centralization is the main problem before the National 
Monetary Commission. 

1 Annals of the American Academy, November, 1910, p. 8. 



